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FI NAL DECI SI ON AND ORDER

This case arises under the Conprehensive Enploynent and
Training Act (CETA), 29 U S.C §§ 801-999 (Supp. V 1981), and its
inpl ementing regulations, 20 CF.R Parts 675-680 (1990). ¥ The
Gant Oficer (GQO) filed exceptions to the Decision and O der
@m.and 0.) of the Adm nistrative Law Judge (ALJ) insofar as it
hel d that certain expenses which were underreported by the
grantee, Steuben County, could be offset against other expenses
which the GO disallowed. The case was accepted for reviewin
accordance with 20 CF. R § 676.91(f).

BACKGROUND
The grantee was the recipient of eighteen CETA grants with a

total budget of $7,489,068.00 applicable to progranms covering the

Y CETA was repealed effective Qctober 12, 1982.  The
repl acenment statute, the Job Training Partnership Act, 29 U S. C
§§ 1501-1791 (1988), provides that pending proceedi ngs under CETA
are not affected. 29 U S.C § 1591(e).

CETA regul ations were last published in the Code of Federal
Regul ations in 1990.
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period Cctober 1, 1979, to Decenber 31, 1981. ¥ Adnministrative
File (arF)Tab 1, Schedul e B. In a final determ nation dated
January 27, 1983, the G O disallowed $231,031.00 A.F. Tab 6.
Prior to the scheduled hearing, the parties stipulated that the
amount of the disallowance be reduced to $92,928.00. The parties
further stipulated that the grantee underreported expenses in
various identified grants totalling $75,896.00. ¥ The issue
remai ning, and submtted to the ALY on the record, was whether
the grantee could apply the $75,896.00 in underreported expenses
to satisfy that amount of the $92,928.00 disall owed.

The ALJ noted the G.0.'s argunent that the underreported
expenditures were in grants and grant years different fromthose
in which funds were disallowed and that allowing a set-off would
amount to applying funds from one program for other and different
prograns. D. and 0. at 2. He concluded, however, that whether
the specific programgrants or grant years matched was irrel evant
because what was involved was an offset of debt between the
parties. Id. Finding that the two clainms should be settled in
one action, the ALY allowed the underreported expenses to be
of fset against the disallowed amount and ordered the grantee to
pay the difference, $17,032.00, to the Departnment of Labor.

Id. at 3.

¥ The audit exami ned $6,120,757.00 in accrued costs through
Septenmber 30, 1981, plus $216,560.00 in accrued costs under a
prior audit for a total of $6,337,317.00. A F. Tab 1.

¥ Stipulation of Facts, paragraph 5
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DI SCUSSI ON

The principle of setoff permts parties that owe nutual
debts to each other to state accounts between them subtract one
fromthe other and pay only the balance. |n re Bevill. Bressler
& Schulman Asset Mfnt, 896 F.2d 54, 57 (3d Cr. 1990); GEC
Industries, Inc. v. Colonial Rubber Wrks. Inc. (ln re GEC
Industries, Inc.),, 128 B.R 892 (Bankr. D. Del. 1991). The issue

here, however, is not one of debt collection. Rather, it is a
request to substitute costs, viewed as part of the totality of
al l owed and disall owed costs, which occurs at the audit
resol ution stage before a collectible debt is established. ¥
Wiere funds remain under a grant as a result of disallowed
costs, a grantee mmy submt other grant costs as substitutes and
these costs are eligible for payment up to the nmaxi num anount
authorized by the grant. Id. at 247. Under applicable CETA cost
principles, see 20 CF.R § 676.40-1(a), costs will be allowed
only if, anong other things, they are reasonable, allocable and
necessary to achi eve approved programs goals. 41 CF. R

§ 29-70.103 (1984). ¥ see 41 C.F.R §1-15.703-1. ¢ To be

¥ For this reason, 4 CF.R § 102.3, cited by the ALJ, is
i napposite as it addresses offset of clains, which is defined as
synonynous with debt. see 4 CF.R § 101.2.

¥ Chapters 1-49 of 41 CF. R were last published in the July 1,
1984, edition. These regulations continue to apply to grants
entered into prior to Septenber 19, 1983. 41 CF. R Subtitle A
[ Not e] .

8 The cost standards applicable to state and |ocal governnents
are those set forth at 41 CF. R Subpart 1-15.7. 41 CF. R
§ 29-70.103(a).
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al l ocabl e, a cost nust benefit a particular objective under a
grant. 41 CF.R § 1-15.703-2(a). Any such cost "may not be
shifted to other Federal grant prograns ¥ to overcone fund
deficiencies, avoid restrictions inposed by |aw or grant
agreenents, or for other reasons." 41 CF.R § 1-15.703-2(b).

The cost principles enunciated in the foregoing regul ations
require that costs may only be charged to the grant under which
they were incurred, see supra note 6, because that is the grant
whi ch benefits fromtheir expenditure. In the instant case, the
parties have stipulated that the disallowed amounts are from
different grants than the grantee's underreported expenses.
Stipulation of Facts, paragraphs 4 and 5. Accordingly, under the
applicable CETA regulations, the grantee is not permitted to
substitute any of its $75,896.00 in expenses for the $92,928.00
in disallowed costs.

Al though the GO neglected to deternmine at the tine of the
audit report if the underreported costs which the auditors
determ ned had been expended by the grantee were allowable or
allocable to their relevant grants, the regulations require the

GO to ensure that audit findings are resolved. ¥ This

¥ Grant programis defined as wthose activities and operations
of the grantee which are necessary to carry out the purposes of

t he grant,..." 41 CF. R §1-15.702-8 (enphasis added).
¥ 41 CF. R § 29-70.217 entithed; Audit recuirements. provi des:
%* * *

(b) coanizant agency responsibilities.
%*

* * * *
~ (vi) Miintain a followup system on audit and rel ated
|nveFt|3at|ve findings to ensure that these findings are
resol ved.
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requi rement applies to findings that favor the grantee as well as
those that indicate that grant funds may have been misspent. To
interpret the regulation otherwi se would destroy the cooperative
nature between the Federal Government and the units of governnent
that acted as CETA prime sponsors, and transformthe audit
process froma neutral inquiry to assure the proper expenditure
of grant funds and may nake prine sponsors unwilling if
unwitting, financial contributors to the admnistration of CETA

| amtherefore requiring the GO to carefully review his
records to determne if any funds fromthe grants indicated in
the Stipulation of Facts, paragraph 5, which pertain to the
activities wherein the grantee underreported actual expenditures,
had unexpended funds which were returned to the Federal
Government, either directly by the grantee or as a portion of the
funds subsequently reallocated to the New York Bal ance of State
CETA program To the extent that such funds woul d have been
available to repay the grantee for its underreported costs, and
such costs were adequately docunented by the auditors' workpapers
and reports (retained pursuant to 41 CF.R § 29-70.217(j)), the
GO is to make a good faith effort at this tinme to determ ne
whi ch of the underreported costs could be deened to be allowable
and allocable to its relevant grant. These allowable costs could
then be treated as a debt owed to the grantee. Once the debt is
established, then and only then, may it be properly credited as

an of fset against the amount of the disallowed costs.
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The G O is requested to advise me as to the outcone of his
determ nation as to the allowability and allocability of the
grantee's underreported costs.

CONCLUSI ON AND ORDER

For the foregoing reasons, the ALJI's conclusion that the
grantee is permtted to offset its underreported expenses agai nst
the disallowed costs is REVERSED. The case is REMANDED to the
Gant Officer to proceed in the manner outlined above. The
grantee, Steuben County, New York, is therefore ORDERED to pay
$92,928.00 less any credit determned by the Gant Oficer to be
al l owabl e, to the Department of Labor. This paynent shall be
from non-Federal funds. MIlwaukee Countv, Wsconsin v. Donovan,
771 F.2d 983, 993 (7th Cir. 1985), cert. denied, 476 U S. 1140
(1986) .

SO ORDERED.

Secret o bo

Washi ngton, D.C.
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